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MACROECONOMIC DEVELOPMENTS 
 
Highlights 
 

 Growth in GDP will be higher in the current fiscal year 
with exports maintaining robust growth as the year 
unfolds.   

 

 Rising food prices are a major concern, causing 
hardships for the poor and vulnerable. 
 

 High growth in broad money and private sector credit, 
together with the rapid rise in international commodity 
prices, is fueling inflation. 

 

 Credit tightening to rein in inflation will take time to take 
hold as monetary policy works with long and variable 
lags.   

 

 A sharper slowdown in remittance growth could affect 
GDP growth by depressing domestic demand. 

 

 Export and import growth remained strong during the 
first half of FY2011. 

 

 The external current account balance and foreign 
reserves are likely to come under pressure.  

 

 Strong performance of revenue collection continues, 
although annual development program spending did 
not pick up despite measures to boost implementation.  

 
Sector Performance and Economic Growth 
 
1. Bangladesh is expected to attain higher GDP 
growth in FY2011 after healthy 5.8% growth in FY2010. 
The strong rebound in exports in the first 8 months (July 
2010–February 2011) of FY2011 and expected pickup in 
production, evidenced by the sharp rise in the capital 
machinery and industrial raw material imports, raised 
growth prospects. These developments are expected to 
offset the effects of moderating remittance inflows and the 
central bank’s tighter monetary policy. Industry growth is 
set to pick up, supporting an increase in service sector 
growth. However, agriculture sector growth is likely to 
revert to historical average given the high base after the 
previous year’s boost in crop production.  
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2. Bangladesh faces the twin challenges of attaining 
food security and absorbing a huge work force into the 
country’s growth endeavor. Food security challenges are 
magnified by rising global food prices resulting from rapid 
demand growth in emerging economies and supply 
disruptions in major grain-producing countries. Climate 
change is adding another dimension to the food demand–
supply imbalance. Loss of cropland to urbanization and 
population pressures, compounded by the effects of 
natural disasters, restricts domestic supply from rising to 
match growing demand. Containing rising inflation is a 
major challenge for policymakers. Large investments are 
needed in power, gas, transport, and communications to 
unleash supply-side growth stimulants and thus increase 
productivity. 
 
3. To benefit from the demographic dividend of a large 
and youthful population, the quality of education must be 
improved. Bangladesh faces the challenge of upgrading 
the skills of the vast work force to meet both internal and 
external demand. Thus, a priority is to transform the vast 
mass of the population bypassed by formal education into 
a skilled workforce through well-designed technical and 
vocational training to meet the fast-growing needs of the 
job market.  
 
4. Unplanned urbanization is exerting severe pressure 
on scarce land resources and the already meager public 
service delivery system. Traffic congestion in Dhaka, 
Chittagong, and other big cities is resulting in wasted 
resources in terms of time and fuel. Planned urbanization 
through the development of satellite towns and connecting 
them with major cities through modern public 
transportation systems has assumed priority. Making 
secondary towns including upazilas (subdistricts) more 
livable by expanding services and utilities is also being 
given precedence to prevent the onrush of people to cities 
in search of jobs and better living conditions including civic 
amenities.  
 
5. Addressing inequality and spatial divide are major 
challenges. The government needs to accelerate reforms 
to increase revenue, improve investment climate and 
implementation capacity; and pay greater attention to 
enhancing regional balance in development. Bangladesh 
will also need to encourage regional and subregional 
cooperation to promote trade and investment and manage 
regional commons. 
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Agriculture 
 
6. The agriculture sector maintained healthy growth of 
4.7% in FY2010. The better performance was aided by 
favorable weather conditions. The sector continued to 
receive a wide range of government support including 
input subsidy, timely delivery of agricultural inputs, higher 
procurement price for rice, more credit at preferential rates, 
and better extension services. In addition, the sector 
benefitted from the government’s rural development 
activities, which had a positive impact on farmers’ welfare. 
At the same time, growing monetization of the rural 
economy and integration of agriculture with industry and 
services are contributing to commercializing and 
diversifying agriculture. Nonetheless, the growth of 
agriculture in FY2011 is likely to slow to 4.1%, mainly 
because of the higher base in FY2010 (Figure 1). To 
ensure sustained agriculture growth and food security, 
several medium-term measures must be taken, including 
developing climate-resilient cropping systems; expanding 
storage capacity; developing agribusiness infrastructure 
and promoting crop diversification; improving extension 
services and the marketing system; promoting institutional 
capacity for research for climate-resilient cultivation; and 
disseminating and developing community-based measures 
to address drought, salinity, and submergence. 
 
7. The food-grain production target in FY2011 is fixed 
at 36.5 million tons, a 9.9% increase over actual FY2010 
production of 33.2 million tons. Aus production is 
provisionally estimated at 2.1 million tons, a 23.5% 
increase over actual FY2010 production of 1.7 million tons. 
Aman production is estimated at 12.8 million tons, 
marginally higher than actual FY2010 production of  
12.2 million tons. The target for boro production is set at 
19.2 million tons, 4.9% higher than actual FY2010 
production of 18.3 million tons. The production target for 
wheat is up by 20.0% at 1.2 million tons, compared with  
1 million tons in FY2010. According to the latest monitoring 
report of the Department of Agriculture Extension, the 
cultivation area for aus, the first crop, was 1.2 million 
hectares compared with the target of 1.3 million. Likewise, 
plantation of aman was affected by insufficient rainfall 
during July–August, shrinking the cultivation area from  
6.0 million hectares in FY2010 to 5.9 million in FY2011. 
Unless significant improvement in cropping yield is 
attained, actual production could fall short of the target. 
The government has set the procurement target for food 
grains in FY2011 at 1.6 million tons (0.2 million tons of 
aman rice, 1.3 million tons of boro rice, and 0.1 million tons 
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of wheat), up from the 0.81 million tons of actual 
procurement in FY2010.   
 
8. To reverse the rise in food prices, the government 
plans to significantly increase food-grain imports in 
FY2011. The total food-grain import target is now set at  
4.1 million tons, up from the actual import of 3.5 million 
tons in FY2010. As of 30 December 2010, 503,300 tons of 
rice had been imported, of which the government had 
imported 70.6%. Wheat imports stood at 1.7 million tons, of 
which the private sector had imported 83.3%. On 13 
January 2011, the government announced a mega food 
import strategy to boost food stocks and stabilize the 
commodity market. The government will increase its import 
of rice by 900,000 tons, against the target of 300,000 tons 
for FY2011, to increase the rice stock to 1.2 million tons. 

 
9. The government will also import an additional 
250,000 tons of wheat. It will import 200,000 tons of sugar 
through the state-owned Trading Corporation of 
Bangladesh. At the same time, 200,000 tons of crude 
soybean and palm oil and 20,000 tons of grams (chick 
peas) will be procured from the international market. The 
government declared that it will strengthen the Trading 
Corporation of Bangladesh, which will import 10,000 tons 
of lentils to add to a stock of 25,000 tons. Currently, the 
stock of rice and wheat in government warehouses stands 
at 822,000 tons; the government will add to this by 
importing 600,000 tons of rice and 500,000 tons of wheat 
by April 2011. The government has signed agreements 
with the Vietnamese government to import 250,000 tons of 
rice. 

 
10. The government plans to double storage capacity 
of godowns and silos as it moves to build the buffer stock 
of food grains. It has taken steps to increase storage 
capacity to 3.0 million tons, from the current 1.5 million 
tons. New silos and godowns with a combined capacity of 
0.8 million tons will be built in the next 3 to 5 years. About 
139 new godowns, with 110,000-ton capacity, will be built 
at a cost of Tk2.4 billion in the country’s northern region. At 
the same time, several damaged godowns are being 
refurbished. The government approved a Tk1.9 billion 
project to build a concrete grain silo at Mongla Port with 
storage capacity of 50,000 tons of food grains. It also 
approved a project to build a new godown at Halishahar in 
Chittagong with storage capacity of 84,000 tons of food 
grains. The godown will be built by 2012. The Ministry of 
Food sent a plan to the Ministry of Planning for building a 
vertical steel rice silo at Santahar in Bogra with a storage 
capacity of 100,000 tons, to be financed by the Japan 
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International Cooperation Agency. Another vertical rice silo 
is planned at Baghabari in Sirajganj with a capacity of 
50,000 tons.  
 
11. Potatoes comprise an important crop for 
maintaining food security. Over the years, domestic 
consumption of potatoes has increased significantly. In 
addition, potato-based food and allied products such as 
flakes, starch, and chips have a large international market. 
Entrepreneurs enjoy a comparative advantage as potato 
growing requires less effort and is relatively inexpensive 
because of soil fertility. Local potatoes are of good quality 
and suitable in terms of nutritional value for international 
markets. Periodically, overproduction has resulted in 
domestic output far exceeding local demand. The FY2011 
production target for potatoes is 4.8 million tons with a 
cultivation area of 0.2 million hectares. The crop yield of 
potatoes is 17.5 tons per hectare—much lower than in 
India—largely because of the shortage of good seeds. 
Lack of storage facilities, especially in northern districts, 
dampens farmers’ incentive to more widely cultivate 
potatoes. In addition, testing capacity needs to be 
expanded to meet foreign standardization and quality 
control requirements.  
  
12. The government took several measures to enhance 
farmers’ access to credit, including allowing them to open 
bank accounts with only Tk10. Bangladesh Bank instructed 
commercial banks to expand their network in rural areas 
and increase credit flow to farmers by establishing a 
separate window for agriculture-related transactions. The 
government also took measures to meet seasonal demand 
for credit to agriculture. During July–January of FY2011, 
disbursement of agriculture credit rose by 11.1% over the 
corresponding period of FY2010. 
 
13. Demand and supply profiles for food are changing 
because of rising incomes, growing population, and shifts 
in dietary patterns. An integrated farming system (IFS) is 
one option to respond to rising demand; provide income 
stability; and meet household dietary needs in terms of 
cereals, vegetables, milk, eggs, and meat. Given the 
country’s small amount of land, the IFS could also improve 
land use. Integration of agriculture-related enterprises with 
crops would provide ways to recycle products and by-
products of one component as input for another linked 
component, reducing cost of production and raising farm 
income. Multiple land use by integrating crops, livestock, 
and aquaculture could lead to optimum production from a 
given land area. The IFS is a suitable resource 
management strategy for meeting the requirements of a 



6 
 

farm household. It can diversify risk, as dependence on 
one or two crops could lead to market instability. Other 
advantages include effective recycling of residues within 
the farm thereby reducing the cost of production per unit 
area. Successful IFS development can be a viable solution 
for diversifying and commercializing agriculture in 
Bangladesh. 

 
Industry  

 
14. With strong performance in exports, growing at 
40.3% during the first 8 months of the fiscal year, together 
with expansion of domestic capacity, industry sector 
growth is projected to rise to 7.5% in FY2011 (Figure 2). 
The steep rise in the import of industrial raw materials and 
robust growth in term loans point to better prospects for the 
sector. Implementation of the new industrial policy will also 
augur well for the sector. However, sector growth potential 
is undermined by acute shortages of power, gas, 
communications, and efficient port services. Tightening 
credit flows to the private sector to contain inflation may 
also affect sector performance. Gas shortages have 
disrupted industrial production and the setting up of new 
industrial units. Following recent rapid growth, the housing 
subsector is burdened with unsold houses because of lack 
of electricity and gas connections. The shortage of suitable 
land for industrialization has surfaced as a major 
constraint.  
 
15. Industrial production in terms of the quantum index 
of medium- and large-scale manufacturing industries rose 
by 13.5% during July–August FY2011 over the same 
period in FY2010 (Figure 3). The major industrial 
category—jute, cotton, wearing apparel, and leather—
posted growth of 22.1%; chemicals, petroleum, and rubber 
production declined by 4.6%; food, beverages, and 
tobacco rose by 15.1%; fabricated metal products rose by 
4.4% and nonmetallic products by 6.1%; paper and paper 
products declined by 0.1%; wood products including 
furniture rose by 6.9%; and basic metal products increased 
by 17.1%. These figures indicate recovery and 
acceleration of broad-based industry sector growth in 
FY2011. Strong growth of jute, cotton, wearing apparel, 
and leather, mostly export items, along with expansion of 
base metal, food, and beverages hint at acceleration in 
domestic demand and export-led industry sector growth. 
However, power and energy shortages are binding 
constraints to utilization and expansion of production 
capacity in the industry sector. 
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16. The general index for small-scale manufacturing 
declined by 9.4% during the first half of FY2011 (Figure 4). 
Food, beverages, and tobacco declined sharply (10.4%); 
while textiles, leather, and apparel were down by 8.9%; 
metal products and machinery grew by 3.9%; chemicals, 
rubber, and plastic increased by 2.5%; basic metal 
industries decreased by 16.7%; nonmetallic products rose 
by 4.1%; and paper, printing, and publishing fell by 1.5%. 
Production of wood and wood products fell by 1.2% and 
other manufacturing industries were down by 33.7%. The 
weak performance of small and medium-scale industries 
could be explained by power and energy shortages. 
Although large-scale industries mostly have captive power 
plants, medium and small-scale industries cannot afford 
their own generators. Escalation in industrial raw material 
prices, transport costs, wages, and other business costs 
are likely causes for poor performance by small and 
medium-scale industries.   
 

Services  
 
17. The services sector is expected to grow by 6.7% in 
FY2011, up from 6.4% in FY2010 (Figure 5). Strong 
stimulus derived from robust industry growth could be 
partly offset by moderating agriculture growth. The sharp 
rise in export growth, accompanied by acceleration in 
imports, will bolster transport and communications 
services. The telecommunications subsector is expected to 
sustain high growth with the introduction of new products 
and services. Financial services are also expected to grow. 
Greater financial intermediation in rural areas will help. The 
health and education sectors are expected to be aided by 
growing domestic demand. Wholesale and retail services 
will likely be affected by the moderation in domestic 
demand due to the slowdown in remittance inflows. 
However, because of growing urbanization and rural 
development, demand for services is expected to rise. 
 

Economic Growth 
 
18. Bangladesh has better growth prospects in 
FY2011. Strong performance of export and allied economic 
activities are expected to push up GDP growth. This will be 
partly moderated by the fall in the growth rate of remittance 
inflows, dampening private consumption. The cautious 
monetary policy adopted by the central bank may, in 
addition, affect private credit flow, although fiscal 
incentives offered in the FY2011 budget are likely to have 
a positive impact on domestic production. GDP in FY2011 
is thus expected to grow by 6.3% (Figure 6), 0.5 
percentage points higher than in FY2010. Further 
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acceleration in GDP growth will require a significant 
increase of investment, both private and public, in power, 
gas, communications, and transport. Attaining the medium-
term target of 8% GDP growth will require increasing fixed 
investment. While the government has taken a few speedy 
and short-term measures for power generation, the 
effectiveness of addressing infrastructure shortages will 
have a major impact on GDP growth performance.  
 
19. In FY2010, about 1,000 megawatts (MW) of 
electricity was reported to have been added to the national 
grid through quick rentals. However, deficiencies in the 
existing plants mean that these measures have not yet had 
a noticeable impact on increasing net power generation. 
Up to January 2011, the government had awarded three 
base-load power plants with 1,000 MW capacity to be 
completed within the next 3 years. To realize the target of 
increasing electricity generation to 7,000 MW by 2013, the 
government faces a number of challenges, including (i) the 
growing mismatch between demand for electricity and 
potential supply over the medium term, (ii) 
overdependence on gas as an energy source and rapidly 
depleting gas reserves, and (iii) the need to rationalize and 
appropriately sequence the tariff structure to maintain an 
optimal balance between producers’ and consumers’ 
interests. In the energy sector, the challenges include (i) 
growing mismatch between demand and supply of gas; (ii) 
concentration of energy sources and lack of appropriate 
coal policy; and (iii) capacity constraints to further 
exploration of gas reserves. The government has 
introduced a results-oriented medium-term plan to address 
the power and energy shortages. Tariff rationalization for 
electricity and gas is urgently needed to encourage private 
investment, expand fiscal space, and induce efficient 
resource use.     
 
20. To develop communications and transport 
infrastructure, the government approved 36 projects, 
costing about Tk38 billion during the first 6 months of 
FY2011. Major projects include upgrading the Joydevpur–
Mymensingh, Nabinagar–DEPZ–Chandra, and Bohad-
darhat approach roads for the third Karnaphuli Bridge to  
4-lane roads and the Sarail–Brahmanbaria–Sultuanpur–
Chinair–Akhaura–Senarbadi national highway into a 
regional highway. About 103 projects are being 
implemented. Some major projects include constructing 
Dopdopia Bridge on the Barisal–Patuakhali road, and 
Teesta Bridge on the Rangpur–Kurigram–Lalmonirhat 
road; upgrading the 4-lane Dhaka–Chittagong highway 
and Dhaka–Narayanganj link road; and implementing the 
Road Network Development and Maintenance Project-1 



9 
 

and 2, comprising Dinajpur, Mymensingh and Rangpur 
regions. Implementation of road and rail links will enhance 
national and regional connectivity. Progress needs to be 
made on reforms to increase efficiency and modernize rail 
services. 
 
21. To achieve the objective of increasing the 
investment–GDP ratio to 32% by FY2015, investment 
needs to be quickly scaled up. Investment rose from 24.4% 
of GDP in FY2009 to 25.0% in FY2010 after remaining 
mostly stagnant over the past half a decade despite a 
steady rise in the national savings rate. Private investment 
rose from 19.7% of GDP in FY2009 to 20.2% in FY2010; 
public investment showed a declining trend and rose only 
slightly from 4.7% of GDP in FY2009 to 4.8% in FY2010.  
 
22. Foreign direct investment (FDI) inflows remained 
quite low, although the country has a suitable location and 
is bestowed with an abundance of cheap labor. FDI inflows 
declined from $961.0 million in FY2009 to $636.0 million in 
FY2010. During the first 7 months of FY2011, FDI inflows 
totaled $458.0 million, slightly higher than $437.0 million in 
the corresponding period of FY2010. The government 
recently contracted out the Dhaka Elevated Expressway 
Project to the private sector under a public–private 
partnership (PPP) scheme. If the new PPP mechanism 
gains traction and if the Bangladesh Infrastructure Finance 
Fund can begin operation, these could contribute to raising 
FDI and domestic private investment. The Special 
Economic Zone Act passed by Parliament in 2010 will also 
help attract more private investment and FDI. FDI could be 
significantly promoted by awarding contracts for gas 
exploration, setting up electricity plants under PPP, 
constructing roads and bridges, and setting up a floating 
liquefied natural gas terminal. 
 
23. Faster progress is needed in several areas to 
facilitate public and private investment including  
(i) addressing power and energy shortages; (ii) building 
infrastructure including roads, railways, bridges, 
embankments, and dikes; (iii) continuing to develop 
telecommunications; (iv) improving port services;  
(v) developing legal and administrative systems including 
property rights; (vi) improving the law and order situation; 
and (vii) building on macroeconomic stability. 
 
24. According to the World Bank’s Doing Business 
2011, Bangladesh made progress in the business 
environment in 2010. The country moved up four places in 
the publication’s rankings, and now ranks 107 out of 183 
countries, which is the largest improvement among South 
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Asian countries. Bangladesh is identified as one of the top 
10 reformers worldwide in starting a business. It has made 
steady progress in reforms in two major areas: starting a 
business and registering property. The company 
registration process was improved by using automated 
systems and simplifying procedures. These also made 
business start-up easier by eliminating the requirement to 
buy adhesive stamps and enhancing the online registration 
system, among other improvements. Amendments to 
several laws during 2009–2010 reduced property transfer 
costs and made the process of registering property easier 
for entrepreneurs. The report finds that on average, 19 
days are now required to start a business compared with 
44 only a year ago. Further improvements in registering 
property and strengthening contract enforcement would 
reduce costs, increase business confidence, and ultimately 
lead to more jobs and better livelihoods. 
 
Inflation 
 
25. The inflation rate has maintained an upward trend 
with some volatility since the beginning of FY2011 as food 
prices continued to rise, although nonfood prices 
moderated. After slowing to 7.3% in July 2010 from 8.7% 
in June, the year-on-year inflation rate rose to 7.6% in 
September, but then declined to 6.9% in October before 
picking up again to 9.0% in January 2011 (Figures 7 and 
8). While food inflation surged to 11.9% in January 2011 
from 10.6% in January 2010, nonfood inflation declined 
sharply to 3.9% from 6.5% over the same period. Food 
prices rose more sharply in rural areas (12.4%) compared 
with urban areas (10.7%). 
 
26. The prices of rice, wheat, and edible oil reached 
2008 levels, both in the retail and wholesale markets. The 
price of rice (coarse), the staple food, continues to rise, 
reaching Tk34.7/kg at the retail market in February 2011, 
much higher than Tk28.0/kg in February 2010. The price of 
wheat also rose to Tk26.6/kg from Tk18.7/kg during the 
same period (Figure 9).  
 
27. The rapid money supply and private credit growth 
over the past years appears to be a key contributing factor 
for the continuing rise in inflation. Adverse effects of 
natural calamities on crop production in large producing 
countries and of rising international oil prices (Figure 10) 
on production costs led to higher food prices in the 
international market (Figure 11). Among the domestic 
factors, along with the significant rise in agricultural wages 
and crops affected by adverse weather conditions, excess 
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demand for food due to higher population pressures 
played a role in generating price pressures.   
 
28. The rise in food prices erodes purchasing power of 
especially, the poor and vulnerable. Dominance of food 
inflation is substantial in overall inflation because of the 
much larger weight for food in the inflation equation. To 
offset the effects of higher food prices on the ultra poor, 
the government has been providing about 1.2 million 
families with 20 kg of rice every month at Tk24/kg through 
fair price cards, in addition to open market sales. As a 
more recent measure, the government started providing 
food grains at subsidized prices to 750,000 poor families 
along with 300,000 class-IV government employees and 
village police who get 20 kg of food grains every month 
under fair price cards. For the ultra poor in the villages, the 
government plans to introduce a rationing system by 
providing rice and wheat at fair prices to about 1,000 
people of each of the 4,500 union parishads. Along with 
raising the policy rates (repo and reverse repo in August 
2010 and March 2011), Bangladesh Bank raised the cash 
reserve requirement by 50 basis points in December 2010 
to restrain the demand-driven impact arising from excess 
liquidity in the banking system. 
 
Fiscal Management 
 
29. Efforts to scale up revenue mobilization led to 
better revenue performance under the National Board of 
Revenue; revenues rose by 28.4% during July 2010–
January 2011 (Figure 12). This robust performance is 
attributable to a pickup in domestic economic activity, 
broadening of the tax base, better tax compliance, and an 
effective publicity campaign to induce voluntary tax 
compliance. The country’s revenue–GDP ratio increased 
from 10.4% in FY2009 to 11.5% in FY2010, an increase of 
more than 1 percentage point, because of tax policy and 
institutional reforms. The revenue–GDP ratio is expected 
to rise to 11.7% in FY2011 with further reform programs, 
especially in the areas of value-added tax (VAT) and 
income tax. 
 
30. Total import-based taxes grew by 22.9% during 
July 2010–January 2011. Revenue from VAT at the import 
stage rose by 25.3%, supplementary duty by 31.1%, and 
customs duty by 17.3%. On the other hand, revenue from 
domestic indirect taxes rose by 30.7%, domestic VAT by 
31.3%, and supplementary duty by 30.4%; while excise 
duty fell by 59.7% and turnover tax by 26.1%. Income tax 
grew briskly by 35.3%, while other taxes grew by 9.5%. 
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31. Despite gains in implementing tax reforms, the 
government needs to broaden the scope and accelerate 
the pace of reforms to enhance tax collection to support 
higher development spending on infrastructure and social 
sectors. Bangladesh’s tax–GDP ratio is among the lowest 
in the world. Despite recent progress, the tax base is too 
narrow and needs to be significantly expanded. Tax policy 
needs to promote voluntary tax compliance. A risk-based 
audit mechanism is necessary to enhance efficiency and 
improve compliance. The target of identifying 500,000 new 
taxpayers through a nationwide tax survey needs to be 
met by strengthening administrative efforts. 

 
32. During the first 8 months (July–February) of 
FY2011, Tk141.8 billion was spent under the annual 
development program (ADP), accounting for 37% of the 
total allocation compared with Tk119.1 billion (39.0%) 
during the year earlier period (Figure 13). Although a high 
level task force was formed and monitoring strengthened, 
implementation performance did not pick up. Among the 
top 10 ministries and divisions, the Ministry of Primary and 
Mass Education leads with a 56.0% utilization rate, 
followed by the Ministry of Education 50.0%, Local 
Government Division 49.0%, Ministry of Agriculture 47.0%, 
Power Division 29.0%, Ministry of Water Resources 
29.0%, Ministry of Health and Family Welfare 28.0%, 
Roads and Rail Division 27.0%, Energy and Mineral 
Resources Division 19.0%, and Bridge Division 16.0%. 
Although the Power Division received the second highest 
allocation (13.0% of total ADP), its actual utilization fell 
significantly below other ministries and divisions. Similarly, 
the Roads and Railways Division is a major 
underperformer. Local currency-financed projects had a 
better utilization rate (43.0%) than foreign-aided projects 
(27.0%). Increasing the ADP utilization rate is a major 
challenge. 
 
33. During July–December 2010, the fiscal deficit 
amounted to Tk50.2 billion, compared with Tk.40.2 billion 
in the same period of 2009. Of the total financing, domestic 
financing was higher at Tk19.2 billion compared with a 
repayment of Tk38.8 billion in July–December of 2009. 
However, total net foreign financing declined to  
Tk.31.1 billion during July–December 2010 compared with 
Tk78.9 billion during the corresponding period of 2009. 
Total outstanding domestic debt rose by 13.0% during 
July–December 2010 over the year earlier period. Although 
higher subsidies for food and fuel will raise 
nondevelopment spending significantly, because of the 
expected underspending in the ADP, the fiscal deficit is 
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likely to remain within 5.0% of GDP as targeted in the 
FY2011 budget (Figure 14). 

 
Monetary and Financial Developments 

 
34. During the first half of FY2011, Bangladesh Bank 
conducted its monetary policy relying mostly on open 
market operations through regular auctions of its treasury 
bills (T-bills) with an upward adjustment in their yields to 
limit growth of liquidity in the banking system. The auction 
of 28-day T-bills has been suspended since July 2008. 
 
35. Interest rates on T-bills continued to rise following 
Bangladesh Bank’s liquidity tightening measures. The 
weighted average yield on 91-day T-bills reached 4.6% in 
December 2010, up from 2.3% in December 2009. The 
yield on 30-day Bangladesh Bank bills stood at 3.5% in 
December 2010, up from 2.5% in December 2009. 

 
36. The interbank call money rate has been rising since 
early FY2011. However with a pickup in private sector 
credit demand, these rates climbed to 62.5% on  
14 December, 175.0% on 15 December, and further to 
180.0% on 19 December—an all-time high. The market 
eased after Bangladesh Bank’s intervention directing 
commercial banks not to quote a call money rate of more 
than 50.0% for lending and borrowing. On a weighted 
average basis, the interbank call money rate picked up to 
33.5% in December 2010, significantly up from 3.3% in 
July. 

 
37. Despite monetary tightening measures, broad 
money (M2) growth remained high at 22.5% year-on-year 
in January 2011, higher than the 20.5% growth in January 
2010 (Figure 15) and well in excess of the central bank’s 
annual target of 15.2%. The high growth of private sector 
credit (28.1%, against the annual target of 16.0% in 
FY2011 and actual growth of 19.1% 1 year earlier) 
contributed to the higher than targeted M2 growth. Credit 
disbursement growth in the case of agriculture and small 
and medium-sized enterprises was also high. The growth 
in net foreign assets softened to 10.0% in January 2011 
from 80.3% in January 2010 as remittance growth slowed 
and import payments rose sharply. Net credit to the 
government rose by 12.9% in January 2011 compared with 
the 8.3% decline in January 2010 (Figure 16), because of 
the large reduction in foreign aid for budget financing and 
rise in public sector wages. 

 
38. Although reserve money grew by 18.7% year-on-
year in January 2011, but lower than 20.2% growth in 
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January 2010 (Figure 17) because of a declining trend in 
growth in the net foreign assets of Bangladesh Bank. The 
reserve money multiplier rose to 4.8 at the end of January 
2011 from 4.6 at the end of January 2010. 

 
39. The 30 January monetary policy statement (MPS) 
signaled the continuation of support for productive 
activities, while discouraging diversion and excessive 
expansion of bank credit to unproductive sectors. The MPS 
projected 7.0% inflation for FY2011, 50 basis points higher 
than the 6.5% projected for FY2010. The M2 growth target 
remained the same at 15.2% and private sector credit 
growth was stationary at 16.0%. Although the weighted 
average taka–dollar exchange rate in the interbank market 
depreciated by 1.9% during the first half of FY2011 due to 
flat remittance growth and larger trade deficit, the MPS 
ruled out any major risks in maintaining exchange market 
order and stability. 

 
40. The weighted average lending rate declined 
marginally to 11.2% in December 2010 from 11.4% a year 
earlier; the deposit rate declined to 6.1% from 6.3%. As the 
inflation rate edged up, real deposit rates have remained 
negative since October 2009 (Figure 18). The interest rate 
spread remained at 5.1 percentage points from December 
2009 to December 2010, reflecting rising inefficiencies in 
the banking system. In late January 2011, to meet the 
growth of liquidity demand, the commercial banks raised 
interest rates on deposits by an average of 3.0 percentage 
points. 

 
41. The outstanding stock of government treasury bills, 
bonds, and national savings directorate certificates stood 
at Tk633.5 billion at the end of December 2010, 
significantly higher (15.1% growth) than Tk550.2 billion in 
December 2009. 

 
42. Commercial banks—private and state-owned—
earned high operating profits ranging from 50% to 90% in 
2010, mainly because of their large investments in the 
stock market. An upward trend in trade and business 
activity, especially during the second half of 2010, also 
contributed to the large profit growth. The banks were able 
to increase their income by reducing their classified loans, 
thanks to the central bank’s strict monitoring mechanism. 
Four state-owned commercial banks (SCBs) increased 
their operating profit by 48.0%, on average, to  
Tk36.3 billion in 2010. Along with high deposit growth and 
loan disbursements, the number of loss-making branches 
of SCBs decreased significantly in 2010. 
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43. The financial soundness of the banking system 
improved as indicated by the gradual decline in gross 
nonperforming loans (NPLs) over the years. The ratio of 
NPLs to total loans of the banking system dropped to 8.7% 
at the end of June 2010 from 9.2% at the end of December 
2009. In the case of SCBs, the ratio declined to 20.5% 
from 21.4% during the same period, while for private 
commercial banks the ratio reduced to 3.7% from 3.9%. 
However, the ratio remained high at 24.6% at the end of 
June 2010 for specialized banks, although it had declined 
from 25.9 at the end of December 2009. 

 
44. Although the financial soundness indicators of 
financial institutions have improved in recent months, 
including systematic reduction of the ratio of NPLs to total 
loans, the asset quality of the commercial loan portfolio 
remains weak, with a significant share of loans classified in 
the substandard, doubtful, and loss categories. 

 
Balance of Payments 
 
45. Exports grew robustly in FY2011. Export earnings 
rose by 30.0% during the first 3 months of the fiscal year, 
and by 40.3% during the first 8 months (Figure 19). By 
February, earnings achieved 76.2% of the annual export 
target ($18.5 billion, 14.2% higher than the actual for 
FY2010), a clear indication that the annual target will be 
attained. Continuing demand for the low end of the 
readymade garment (RMG) subsector and shifting orders 
to Bangladesh from other exporting countries following 
wage increases contributed to the high growth in exports 
from Bangladesh. 
 
46. RMG exports—accounting for 77.6% of total 
exports—grew by 41.1% in the first 8 months of FY2011. 
The higher product prices following the rise in cotton and 
yarn prices contributed to strong RMG export earnings. 
Exports of woven garments rose by 38.0% and knitwear by 
43.9%. Among other major exportable items, earnings for 
raw jute (84.7%), frozen food (58.8%), leather (33.9%), 
and jute goods (38.8%) grew rapidly, mainly benefitting 
from the lower base in the previous year. 

 
47. Several factors point to promising RMG export 
growth in the coming months. Global importers are shifting 
orders to countries with lower wages such as Bangladesh. 
The revised rules of origin of the European Union (under 
the generalized system of preference for least-developed 
countries introduced effective 1 January 2011) and the 
likely changes in rules of origin of Japan are expected to 
accelerate export growth. In addition, India removed RMG 
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items from its existing sensitive list for Bangladesh, which 
resumed duty-free cotton imports from India through 
Benapole port. This will lower the cost of production and 
may boost RMG exports. Also, reducing advanced income 
tax on export bills and the lower interest rate by 
Bangladesh Bank on Export Development Fund loans will 
contribute to higher exports. 
 
48. Import payments also grew sharply in FY2011—by 
40.7% in the first 7 months of the year (Figure 20) because 
of higher food, fuel, and cotton prices in the international 
market. In addition, oil import volumes are growing rapidly 
due to higher demand from new oil-based power projects. 
During the first 7 months of FY2011, among consumer and 
intermediate goods, imports of raw cotton rose by 140.0% 
and yarn 84.5%; fertilizer increased by 58.1%. Along with 
the lower base in FY2010, a price hike in the global market 
is reflected in the sharp rise in the import of food grains 
(84.8%). Among other food items, imports of sugar fell by 
8.0%, that of pulses by 1.1%, and edible oil imports 
declined by 4.6%. Imports of capital goods rose by 30.1% 
during the same period; out of which imports of capital 
machinery rose by 33.4% reflecting a positive investment 
outlook in the near term. 

 
49. During the first 7 months of FY2011, the value of 
import letters-of-credit (L/Cs) opening rose significantly 
(48.9%) because of the pickup in domestic economic 
activity, high prices of commodities at the international 
market, and higher food imports. Among the major 
categories, L/Cs for imports of food grains rose by 148.9%, 
industrial raw materials by 69.8%, capital machinery by 
82.2%, and other machinery by 55.5%. However, L/Cs for 
import of other consumer goods declined by 5.3% and 
intermediate goods by 0.8%. 

 
50. Since January 2010, the weak performance of 
remittance inflows continued, a major concern in terms of 
likely adverse effects on growth prospects by depressing 
domestic demand. Bangladeshi overseas workers remitted 
$7.5 billion during July–February FY2011, a marginal 
increase of 2.5%—a significant drop from 19.0% growth 
during the corresponding period of FY2010 (Figure 21). 
The moderation in remittance earnings is accounted for by 
the deceleration in overseas jobs over the recent past. 

 
51. Overseas jobs for Bangladeshi workers declined 
sharply by 10.9% in the first 8 months of FY2011 (Figure 
22). Only 254,205 Bangladeshis found jobs during this 
period compared with 285,274 during July–February 
FY2010—a result of the massive decline in recruitment by 
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the Gulf countries, the largest destination for Bangladeshi 
workers. So far during FY2011, Saudi Arabia, the largest 
market for Bangladeshi workers, has recruited only  
4,200 Bangladeshi workers and Malaysia (the third largest 
market) only 810 workers. Along with lower demand 
associated with the global economic recession, supply-side 
bottlenecks including lack of appropriate skills seem to be 
contributing to the decline in the outflow of workers from 
Bangladesh. 

 
52. Difficulties in finding overseas jobs became a major 
issue in 2010 when the number of workers finding jobs 
declined by 17.8% (390,702 workers) from 2009. In 
addition, 43,503 workers returned home during 2010. 
However, 27,706 female workers found overseas jobs in 
2010 up from 22,224 in 2009. The migration-related 
concerns such as high migration cost, workers’ lack of 
skills, and unscrupulous practices by recruiting agencies 
need to be addressed; and alternative markets for 
promoting overseas jobs need to be explored. 

 
53. During July–January of FY2011, net FDI into 
Bangladesh rose marginally to $458.0 million, from  
$437.0 million in the corresponding period of FY2010. 
However, net foreign aid fell sharply to $459.0 million 
during the first 7 months of FY2011 from a high of $1.1 
billion in the corresponding period of FY2010, putting 
additional pressure on the country’s foreign exchange 
reserves along with budget financing. 

 
54. The trade deficit widened to $4.3 billion during 
July–January of FY2011, up from $3.0 billion during the 
same period a year earlier because of the larger growth of 
imports compared with exports. With the higher deficit in 
trade and services, and decline in remittances, the current 
account surplus decreased to $428.0 million during July–
January of FY2011, down from $2.1 billion in the 
corresponding period of FY2010. The combined capital 
and financial accounts recorded a deficit of $965.0 million, 
a significant decline from the surplus of $681.0 million 
during July–January of FY2010 because of the large 
outflows for trade credit ($972.0 million against $227.0 
million) and lower surplus in medium- and long-term loans 
($617.0 million against $1.2 billion). Consequently, the 
overall balance of payments turned into a deficit of $711.0 
million during July–January of FY2011, sharply lower than 
the surplus of $2.1 billion during the corresponding period 
of FY2010. 

 
55. Gross foreign exchange reserves rose to  
$11.2 billion (around 5 months of imports) at the end of 
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February 2011 (Figure 23), up from $10.6 billion a year 
earlier, playing a significant role in maintaining exchange 
rate stability. Despite the slowdown in remittance earnings 
and higher import payments, the robust export growth and 
the purchase of foreign exchange by Bangladesh Bank 
from the interbank market raised the amount of foreign 
reserves. The foreign reserves are coming under greater 
pressure because of higher import payments, particularly 
for fuel oils, food grains, and power plant equipment. 
Commercial banks are facing shortages in their net foreign 
exchange position. To help relieve pressures, the central 
bank advised commercial banks to discourage imports of 
less-essential items to minimize the mismatch between 
demand and supply for foreign exchange in the market. 

 
Exchange Rate 
 
56. The weighted average nominal (taka–dollar) 
exchange rate remained mostly stable from Tk69.4:$1 to 
Tk71.3:$1 (a depreciation of 2.6%) during the first  
8 months of FY2011 (Figure 24). The country's healthy 
foreign reserve position and regular intervention by 
Bangladesh Bank in the foreign exchange market helped 
limit excessive volatility in the exchange rate. The spread 
between the interbank and curb market rates has been 
widening with the curb market exchange rate remaining 
consistently higher than the interbank exchange rate. In 
the curb market, the nominal exchange rate (taka–dollar) 
depreciated by more than 2.5% in January 2011 over 
December 2010 due to significant demand pressures 
because of the opening of L/Cs against imports. The real 
effective exchange rate appreciated by about 1.8% year-
on-year in January 2011 because of higher relative 
domestic inflation compared with trading partners, 
indicating erosion in export competitiveness. 
 
Capital Market 
 
57. The Dhaka Stock Exchange (DSE) general index 
rose sharply by 105.8% in the year to the end of June 
2010. The market price–earnings ratio rose from 18.4 to 
24.1. Market capitalization also doubled in the same 
period, reaching $38.6 billion (about 39.0% of GDP), 
reflecting new listings and rapid rise in stock prices  
(Figure 25). 
 
58. The bullish trend in stock prices continued into the 
first half of FY2011 as the DSE index peaked on  
5 December—44.0% higher than at the end of June 2010. 
Thereafter, a process of price correction set in, as the 
index declined by 41.7% by end-February after the 
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commercial and merchant banks resorted to heavy selling 
and booked large profits, followed by selling pressures 
from nervous retail investors. To stabilize the market and 
improve investor confidence, the government announced 
measures including advising commercial and merchant 
banks to reinvest their profits, instructing merchant banks 
to stop the practice of forcing clients to sell shares, and 
removing index circuit breakers. The state-owned 
Investment Corporation of Bangladesh, in collaboration 
with seven other state-owned financial institutions, is 
creating a Tk50 billion (about $715 million) open-ended 
mutual fund (the Bangladesh Fund) to prop up the market. 
The government also formed a committee to investigate 
causes of the market instability. 
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